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W.J. Baumol and J.C. Panzar), American Economic Review,Vol. 73, No.3, June 1983,
pp. 491-496.

"The 1982 Department of Justice Merger Guidelines: An Economic Assessment," (with
J. Ordover), California Law Review, Vol. 71, No.2, March 1983, pp. 535-574. Reprinted
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"Social Welfare Dominance.." American Economic Review, Vol. 71, No.2, May 1981,
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May 1981, pp. 268-272.
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"Entry in Antitrust Analysis of Mergers" 1990
"Discussion of Strategic Investment and Timing of Entry" 1990

American Enterprise Institute Conference on Policy Approaches to the
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.orwa~.-lookiD9 ooa~a: Forward-lookinq costs are the prospective
coats that an efficient firm would incur from a chanqe in its
level of econoaic activity (~, entry, exit, expansion,
contraction). Forward-Iookinq costs bear no necessary relation
to eabedded historical costs recorded in the firm's accountinq
books.

Joiat ooata: AT'T uses the term joint costs to refer to costs
that derive froa the joint production of products in fixed
proportions. As so defined, the term joint costs is D2t
synon~us with the terms common costs and shared costs. The
tera joint coats has little use in the present telecommunications
context, because production qenerally does not occur in fixed
proportions.

c..... ooata: The term common costs refers to costs which must
be incurred if anyone of a mUlti-product firm's products is
produced, but which are not causally attributable to any
individual product, because they are not avoided or diminished by
c..aihg production of any individual product. The term common
costs is used in various contexts to describe both costs that are
cc.aen to all of the firm's products and costs that are shared
aaonv BOre than one but less than all of the firm's products.
AT'T uaes the term common costs in this context to refer to costs
that are common to all of an ILEC's products (or all of an ILEC's
carrier-to-carrier products) .

.-.... ....a: AT'T uses the term shared costs in this context to
refer to coats that are incurred in the production of a specific
subeet, or various sUbqroupinqs, of a mUlti-product firm's
producta, but that are not avoided by elimination of less than
all .....r. of the subset or subqroup. Rather, shared costs are
avoided only if the entire subset or subqroup of products is
eliainated •

•~-al... costs: AT&T uses the term stand-alone costs to refer
to all of the costs an efficient new entrant would incur to
produce a product or qroup of products, in the absence of
barriers to entry, and assuminq that the firm produced no other

. producta. TSLRIC, in contrast to SAC, represents the additional
coat. an efficient firm would incur to produce a product or qroup
of ,. t., assuming that the firm's other existinq outputs
cone, to be produced. For a sinqle-product firm, TSLRIC and
s~-al costs are identical. For a mUlti-product firm,
TILRIC and stand-alone costs are virtually identical if common
and 8hared costs are de minimis .

..t ••••• ..ats: Embedded costs are historical costs of
inveat..nt and operations as recorded on the firm'S accountinq
book.. Eabedded costs bear no necessary relation to forward­
lookinq economic costs.



rully di.tri~t.. co.t eroc): Fully distributed cost is the cost
per unit of output of a product, measured by summing causally
attributable costs and an arbitrary -- ~, not based on cost
causation -- allocation of common and shared costs.

o.uJaea4.: The ter1l "overhead" is used loosely in a variety of
context. to refer, inter AliA, to common or shared costs, as well
as coats that are causally attributable to particular products.
stated differently, soae expenses commonly referred to as
overhead. are fixed and comaon among all products of the firm;
others are variable with the number of products a firm offers,
but not necessarily variable with volume produced of any
particular product; still others are, in fact, causally
attributable to particular products. For this reason, it is
important to focus on the specific characteristics of the
"overhead" in question in determining whether those costs are
co-.on, shared, or causally attributable to (and thus properly
included in TSLRIC estimates of) particular network element(s).

CO.tr~~l••: The term contribution was originally developed in
an ..eedded-cost, FOC, monopoly environment as way of describing
how price. should be set to "contribute" to the recovery of
co-.on and shared cost portion of the monopolist's revenue
requir...nt, which was determined by reference to rate-of-return
or other rate-based proceedings. In the present context, AT&T
use. tile tera "contribution" to refer to the difference, on a
forwKd-lOGking basis, between the revenues for a particular
prGduct or group of products and the TSLRIC for that product or
group of products .

...1....1 ..at.: certain ILECs and state regulators have
apparent:ly used the term "residual costs" to refer to the
differeace between the firm's current revenue requirement and the
sua of the TSLRICs of all of its regulated services. The term
has no economic significance, and residual "costs" have no legal
rele¥aftCe in the present context because of the 1996 Act's
requir....t that rates not be determined by reference to rate-of­
return or other rate-bases proceedings.

-2-
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